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Global Report—Executive Summary

International Economic and Financial M ar ket Developments
A Global Overview

Evidence of an acceleration in the pace of global growth has become more pronounced
since the summer. As aresult, any lingering concern that the financial crisis would
deteriorate into a major world economic deflationary slowdown has been dispelled.
Analysts continue to anticipate that the U.S. economy will pause to take a breath next
year, but they are confident that a stronger Europe will pick up the lack. Although
Japan’ s economy is sputtering, the emerging world is performing better than expected.
Concern about year-2000 events is reflected in a heightened demand for liquidity but has,
so far, not proved serious enough to disrupt global capital flows. U.S. banks remain
cautious about expanding their foreign exposure.

U.S. banks may well face more volatility in financial markets, which must adjust to the
new mix of risks flowing from international developments. The improvement in global
growth prospects has led to rising interest rates. This creates a more challenging
environment for securities, many of which have experienced dramatic gains in recent
years. Although bond prices have fallen, equity markets remain at, or near, historic highs
in anumber of countries. The burgeoning U.S. current account deficit, which is projected
to expand further despite the pickup abroad, also adds to the potential for volatility. So
far, foreign demand for U.S. financial instruments has remained strong. However, a
slowing domestic economy coupled with improved prospects overseas may shift the
relative attractiveness of investments. Any significant change in sentiment will quickly
spill over into foreign exchange and interest rate markets.

Developmentsin Key Foreign Financial Sectors

Western Europe. Activity in Western European capital markets increased sharply
over the past year, particularly for corporate bonds. That market is small but, with a
large pool of euro funds now available for investment, may grow to become an
important aternative to bank lending. The pace of banking sector mergers has aso
picked up, driven by efforts to build market share, avoid hostile bids, and to reap
economies from restructuring banking and insurance sectors. Bank consolidation has
revealed latent nationalism in various countries and merger proposals are being
affected by cross-shareholding among financial firms and their commercial clients.
As the mergers result in more complex financial entities, European supervisors are
scrutinizing existing supervisory structures to ensure effective supervision.

Asia. Asianfinancia sectors are recovering more slowly than their macro-
economies. Apart from Korea and China, financial institutions are not lending. Since
banks are the main suppliers of credit in Asian markets, thisis leading some to
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guestion whether the economic rebound is sustainable unless lending resumes. Two
main obstacles impede financial sector restructuring. Banks' resources are still
inadequate to restructure corporate loans, despite the significant amounts of capital
that have been raised and/or the transfer of some nonperforming loans to government
agencies. In addition, the corporate sector is unwilling to give up ownership interest
or to cede some measure of control to banks as a condition for debt restructuring.

Latin America. In Latin America, banking sectorsin Chile, Brazil, Argentina, and
Venezuela have withstood recessions, higher external funding costs, and market
volatility over the past year. However, authorities had to intervene in ingtitutions in
Ecuador and Mexico and public banks in Colombia are in distress. Asset quality has
suffered throughout the region, and credit growth has been flat. These conditions
may stabilize, but may not improve soon. Leading banks (including foreign entities,
which continue to expand) remain better positioned to withstand the stresses of the
current economic environment because of their strong franchises, deeper capital
bases, and ability to access domestic and international capital markets.

Summary of Major Pointsor Risks

The consensus scenario calls for a gradua softening in the U.S. economy, with the
current account deficit correspondingly shrinking, while overseas markets strengthen.
If the United States fails to cool off, or the rest of the world picks up rapidly,
competition for funds could cause significant volatility in international markets.

Global equity markets appear vulnerable to a correction, which if deep enough has the
potential to slow economic activity and to disrupt international capital flows.

Unexpected devel opments stemming from the year-2000 date change remain awild
card.

Japan remains weak and there is some concern it could fall back into recession, which
would hamper recovery in therest of Asia. Chinais struggling to effect massive
economic restructuring; policy missteps or a public loss of confidence in the financial
system could prove destabilizing with serious potential spillover effect on the region.

In Europe, risks in the banking sector appear to have been increased by the pace of
merger and acquisition activities; supervisory authorities will be pressed to keep up
with developments in complex financial conglomerates.

In Latin America, a pickup in the pace of economic recovery in 2000 will be pivotal
in spurring credit growth and in reversing asset quality deterioration. Bank
supervisors' efforts to strengthen the evaluation of loan quality and bank accounting
practices, particularly in Brazil and Venezuela, will be noteworthy in the near term.
Foreign bank expansion, led by Spanish institutions, will continue to play a
significant role in the consolidation of banking sectors.
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Global M acro-Economic Outlook

The falout from the financial crisis that began in the second half of 1997 has now largely
dissipated. Global economic activity picked up in the second half of the year and is
projected to return to more normal levelsin 2000. The United States, the only major
industrial country to record consistently strong growth over the past few years, continued
to outperform relative

to other major DownsdeRisksto Growth Recede
economies in 1999. (More Balance Expected Next Year)

However, forecasters oo
anticipate a better 5.0% |
global balance next year
as activity gathers
steam in the European 3.0% 1
Community and the
long anticipated
dowing in the United 10% 4
States finaly arrives.
Japan appears to be past
the worse but expansion  -t.o%+
will remain weak into
next year and will fall
well below average -3.0%
1980's levels. Sincethe |
spring, projections for Source IME

the developing world

have improved

markedly. Asiaisrecovering strongly and Latin Americalooks poised to record solid
growth next year, after avoiding a steep fall in 1999.

Changein Real GDP Projected
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There are risks to the forecast from year-2000 (Y 2K) issues, although concern that
breakdowns in critical systems in the magjor industrial countries will prove very disruptive
has diminished during the year. To alesser extent, thisis also true for the emerging
world. It is quite difficult to assess the potential impact of Y 2K if preparations do in fact
turn out to be inadequate, but it is clear costs could be substantial. For example, the
International Monetary Fund (IMF) estimates that unprepared devel oping countries could
lose on average 2 percent of gross domestic product.

The century’s end is influencing economic activity in other ways. Purchases of
computers have been strong this year, presumably in part because of concerns about the

Y 2K compliance of older equipment. Thereis aso some stockpiling of additional
inventories in anticipation that supplies will not be available, or will be more costly, early
next year. This has added to the economic momentum in the second half of this year, but
will be at the expense of salesin 2000. This could produce a drag of activity in the
beginning of next year, but analysts do not have a good sense of the order of magnitude
or even whether it is likely to be noticeable.
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There remains uncertainty about the reliability of data on readiness and the potential for

unpredictable events associated
with year-end 2000. Thisis
contributing to greater caution in
the financial markets and has
raised the cost of holding funds
over year-end. Earlier in the
year, positions were adjusted to
avoid end of year maturities,
reducing liquidity for some
products. However, recently
liquidity has improved and the
year-end premium has eased.
Increased confidence in the state
of preparations is an important
factor. Monetary authorities are
helping by increasing supplies of
available currency and lines of
credit. Sharp, unpredictable,
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swingsin liquidity preference remain possible and could complicate monetary policy
management and produce financial market volatility.

Separately, international financial markets are moving in response to the change in global

economic prospects. Aswe
noted in the June “Global
Report,” the environment for
securities has been
extraordinarily favorable in the
last few years, with steady
declines in inflation and
retrenchment in government
financing requirements. The
arrival and spread of the
financial crisisin 1998
intensified demand for bonds by
introducing the possibility of a
spiraling down in activity and
widespread deflation. In
response, long-term interest rates
in a number of countries fell to
post-World War 11 record lows.
Short- term rates also eased as
monetary authorities provided
additional credit. Recently

Firmer Long Te'm Interes Rates Reflect |mproved Economic Progpeds

And Shift From Deflationary Concerns

10 Year Gover nment Bond Rates
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however, with clear signs of stronger growth afoot, the risk of deflation has abated.
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Central banks have been taking back their precautionary easing moves and long-term

interest rates have begun a retreat from their lows. Equity markets have so far have held
up fairly well despite the rising cost of credit; however, analysts remain quite concerned
about the possibility of a sharp correction if interest rates move up markedly. Although

the U.S. market is viewed as the most vulnerable, stocks in a number of countries are at

historically high levels relative to earnings.

The upside on interest rates may be tempered, however, by the absence of strong
underlying global inflationary pressure. There are concerns in the United States about the

sustained domestic
expansion straining the

labor market, but most of
Europe has been growing
below potential for much of
the decade. Japan has
performed even more
poorly. The resulting excess
productive capacity irt
foreign industrialized
countries should restrain
price pressure, especially for
traded goods. However, the
United States may
experience rising import
prices if foreign exchange
rates move adversaly.

Commodity Prices

The increase in global demand has contributed to a firming in the prices for some raw

materials, in
many cases from

Overseas Economies Have Room to Grow
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Oil Up Sharply; Other Commodity Prices Stabilizing
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Countries (OPEC) to cut production. The petroleum price increases to date will generate
sizable transfers from importers to exporters, but do not appear to be a major threat to
inflation or to abort the expansion.

For producers of copper, wheat, coffee, and other major commaodities, the news has not

been so positive. Although the recoveries in Europe and Asiawill provide some support,
high inventory levels look Increasing Commodity Stocks will Offset Increases
likely to limit the room for In Demand to K eep Most Commodity Prices at Bay
price increases in the medium

term. In some cases, the Stock of: 1997 1998 1999 2000 2001
stock accumulation has Coffee 43.1 476 515 655 78.1
resulted from effortsby raw  copper 898 1260 1545 1740 1715
materials suppliers to offset Qil 2648 2717 2600 2550 2760
the revenue effect from Sugar 422 443 49.3 54.3 53.7

falling prices by increasing
production. In Chile, the
world’s largest exporter of
copper, state-owned

Source: EIU Viewswire

producers increased output by 21 percent. For other products, such as Brazilian coffee,
unusually good harvests contributed to the buildup in inventories.

Current Account Imbalances

Notes: Coffee - m 60-kg bags with 12 month period ending in September;
Qil - m b/d for total OECD stocks; copper is refined - '000 tonnes;
Sugar - m tonnes with 12 month period ending August 31st.

One consequence of the continued expansion in the United States is further growth in the

current account
deficit, which the IMF
(and most analysts) $350

Despite Stronger Foreign Growth U.S. Current Account Deficit
Continuesto Expand

4.0%

project will exceed
$300 billion this year 5200
and $330 hillion in
2000. The pickup
abroad increases
demand for U.S.
exports but, by itself,
is inadequate to stem
the growing red ink.
The deficit will be $ %90
even larger if the 50
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the United States will facilitate the transfer of some production from the domestic market
to exports. The deficit is now approaching its mid 1980’ s highs relative to GDP and there
are increasing concerns about the sustainability of international financing. Given the size

of deficit, any deterioration in the relative attractiveness of U.S. assets could produce
significant volatility in foreign exchange and interest rate markets.
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Financing of the U.S. World Net Capi tal Flows

current account deficit
dominates global balance of
payments flows. Latin
America, Africa, the former

Soviet Union, and the =
Middle East are all net &
recipients of funds but on a & A

much smaller scale than the

United States. The bulk of

the funds are supplied from 1255
Asa, dthough Europe is

also an important source.

With much of the rest of

world growing dowly, the LI //22

United States has not faced 20“;?2?.33‘2”“” are1998net flows

significant competition for '

funding. Foreign Net Purchases of U.S. Securities Key Component
s300 Of Balance of Payments Financing
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A key factor in the ability of the United States to attract large-scale capital inflows has
been the prospect for a better return on investment. Sluggish growth in a number of

_ma'or f_or_eign _ Investment Prospects Have Been More Attractivein the U.S.
industrialized countries (Private Non-Residential Capital Formation)

over the last few years 10.0% —

has produced a climate —

with relatively poor '

prospects for return on 6:0% 7

new capital 4.0% -

expenditures. ) on

Consequently, private '

sector investment 0.0% . . . .
spending has been weak -2.0% 4

in many other countries.

In contrast, the more < 7

rapidly expanding U.S. -6.0%

economy has offered 8.0%

better opportunities and O L M= M A= it

InveStment haSbeen 1997 1998 1999 I 2000
booming. The shift in Source: OECD

the locus of growth in

2000, towards greater strength in Europe, could modify this dynamic and reduce the U. S.
advantage.

The more favorable U.S. U.S. Equities Have Outperformed
climate has been

manifested in a number o0 Other Major Markets
of ways. Returnson Changein Indices Since 1994
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I nter national Banking Flows -

Despite some retrenchment by

Japanese financial institutions in recent , JapaneseRepay Foreign Bank Barrowing
years, flows from the country remain L:]J
critical in the international movement om]
of funds. Japan has by far the largest —_—
current account surplus, which is ]

expected to hit $117 billion in 1999. &
(Franceis a distant second at $34 o]
billion.) Asaresult, significant shifts = . :
in Japanese capital outflows are likely o Foragn Bank Claimson Japan
to have important implications for @

international financial markets. o
Banking flows have traditionally been

an important part of the mix. Since

1995;Sept.

1996;Sept. -
1996;Dec. o

1996;March
199%;June

1995;Dec.

1997;Sept.

1997;March

1995, over $400 hillion in foreign bank B 8 P 8‘2
claims on Japan have been paid down. Source BIS iE8 g i
(Thisis consistent with the trend,
noted in the June “Global Report”, for Japanese bank branches in the United States to
replace a portion of their local liabilities with claims on the head office.)) These
repayments are approximately equal to the country’ s aggregate current account surplus
over the period. Given that outstanding foreign bank claims on Japan had fallen to $650
billion as of March 1999, the pace of repayment may slow. If so, thisimplies that the
surplus will need to find another channel for recycling and the process may create
pressures in financial markets.
U.S. banks continue to be U.S. Banks Also Cut Exposure to Japan
cautious about their $900- A/ _[ooEs
foreign exposure since the 3500 =1 T
outbreak of the Asian - A H A T '“(
crisis. Consistent with the TUHUEHO
trend noted above, they - |
have been running down s =TT ininint iR mi i mi il nl
their claims on Japan for 00 HHHHMHHHIHHH
some time. (The fourth ol O H H
quarter 1998 increase IxRIRER in s h Rl B 2
largely represents the ad 1 _I_I_ oL
addition of the expanded 100 N
Citigroup members to the sl
reportng umvherze-) o T e W m R w

urce: Countr Xposure Reports
WO?%S;:’aestgelt dereIZIVZIF;/ Note: Since Dec}:embl::r 1998, Dpata in(clud)es Citigroup exposure

steady so far this year.
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Review of Regional Developments

Western Europe: Economic Developments

Signs of more robust growth in Europe arrived as hoped this summer, relieving pressure on the
euro. Up to that point, there had been concern that the fledgling currency might drop through
parity against the dollar. This could have triggered large-scale euro sales and possibly induced a
premature tightening of monetary policy by the European Central Bank (ECB), which had not

szﬁ'ﬁgllf\jvei?hlttie Euro Off Lows But Well Down From Initial Values
Againgt Dollar and Sterling
market. Improvement 120 072
in the trade sector was 118 4 on
an important factor in 116 "Uw.ﬁ 1 om0
the pickup. Exports o 114 ' Tow 2
benefltgq from_the Ej o S 1o ';
competitive gains 8 £ per Euro Yoo T
accompanying the o i
euro’s weakness and ' . '
the revival of 1‘°6 : J‘f\t o
economic activity in Lot he oot
Eastern Europe, Asia, 1o 068
- - £ 2L 3L 5/ 1L 9/

and Latin America 100 [Tt St oA B o e S e oc2

A U 9 /9 99 /9 /9 99 /9 /9 /9 /9 99 /9 /9 99 /9 /9 99 /9 99 /9 /9 o9 /9 /9 99 9 9
Bug nm alw b@an 98 9 9 9 9 9 9 9 9 9 9 9 9 9 9 9 9 9 99 99
to rebuild inventories Sour ce: Bloomberg

run down in the

pre\_/i_ousyear adding to t_he Large Differencesin Growth Complicate
positive momentum. This Euro Bloc Monetary Policy

has, in turn, led to a genera 12%]
improvement in sentiment
and afirming of 10%]
consumption. In areflection
of its confidence in the
stability of the recovery, the
ECB raised interest rates by
50 basis points in November
thereby reversing an April
cut of the same amount.

OGermany BFrance Bireland DOltaly MWSpain OPortugal
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4%

Changein Real GDP

Despite the improved 2%
environment, the euro zone

members face a number of 0%
important structural
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problems. There continue to be large differences in the relative rates of economic activity in the
bloc, which creates tension in the system.

Some of the smaller countries, most notably Ireland, have experienced very strong expansion
over anumber of years. In part, thisis due to the benefits that accrued from the decline of
domestic interest rates to German levels. The sustained growth has sharply reduced
unemployment (in Ireland to just over 5 percent from 10.3 percent in 1997), and produced a
surge in persona income. The new wealth coupled with cheaper financing has led to sharp gains
in asset prices, particularly real estate. (Residential mortgage lending was up 23 percent this
year through July in Ireland.) Although in smaller countries, like Ireland, there were concerns
that some of the rise could

be speculative, and that a Government Outlays as a Percent of GDP
sizable correction could 60%
follow, local governments 55% Erance

have no separate monetary ]
policy authority. Thus, ,\\/\
they are unable to tighten as% / /\__—,,,,\/"\
credit to take the froth off 40% _

the market (and are |€ft vo 7 -
with more crude fiscal /\// -~ s
policy instruments). In o / Japan
contrast, growth in the 25%

larger countries has /

remained sluggish. They
have significant excess
capacity and face no price 10% . . . . . .
pl’eSSUI’eS. The European 1970 1975 1980 1985 1990 1995 2000
Central Bank faces the Source: IMF

challenge of balancing these conflicting circumstances. (Compared to the United States, thereis

much less mobility of labor in response to sizable and protracted differences in growth in
Europe.)

50%
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Governments are also struggling to
deal with the legacy of past policy
decisions. In particular, thereis

Unemployment Remains Stubbornly High in Euro Zone

14%

widespread agreement among 19% —
policy makers that, despite some /

retrenchment made to qualify for 0% T — Y~

the single currency criteria, the size /

of the public sector remains too & &

large in most of the euro zone. In %

particular, the tax and expenditure \é
pattern is felt to be providing the 4%

wrong incentives to business and //_/

2%
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0%
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labor and restraining development of the private sector.

Unemployment rates remain in double digits for many of the euro zone countries. A portion of
this problem is widely believed to be related to generous transfer payments, which are viewed as
critically in need of reform. The more positive growth performance of the United States, with its
considerably smaller government sector as illustrated in the “government Outlays’ chart, is
viewed as an important example.  Governments are moving to adopt a more market-oriented
approach. However, the pace of change differs considerably among the countries and there
remains important political resistance. Economic growth in the United Kingdom, which is not in
the single currency bloc, has been surprisingly strong due exclusively to very robust domestic
demand. The appreciation of sterling against the euro has reduced the country’s international
competitiveness and the external sector has been a huge drag. Net exports subtracted over 2
percent from GDP in 1998 and almost that much this year. A better balance is expected in 2000.
The Bank of England has moved to tighten monetary policy to dampen domestic spending and a
pickup in activity on the continent should increase interest in British products. The London
financial sector, which is an important contributor to the overall economy, has not been damaged
by the introduction of the euro.



Office of the Comptroller of the Currency Page 13
IB& F’'s November 1999 Global Report

BANKING IN THE EUROPEAN UNION
A Rapidly Changing Environment

Summary

Merger and acquisition (M&A) activity is booming in Europe. The total value of deals between
companies within the European Union (EU) for the first four months of 1999 exceeded $400
billion and equals the total for all of 1998. Transactions between EU and non-EU companies
reached almost $200 hillion, in line with 1998 totals.! Consolidation in the financial services
industry contributed significantly to these totals.?

The M&A activity in the financial services sector in the EU, where banks are seen as “ national
treasures,” has raised concerns of increasing nationalism in certain member states. The
European Commission (EC) and national supervisors are both charged with reviewing possible
competition issues associated with mergers and in one instance, a national supervisor’s decision
is being challenged by the EC in the EC Court of Justice. Further industry consolidation,
including determining the ultimate control of national markets in the EU and future cross-border
acquisitions, will be affected by the decisions made by the EC Competition Commission, the EC
Court of Justice, and politicians in the member states.

Merger activity in Europe is expected to continue for the foreseeable future. Hostile and
unsolicited mergers are becoming more and more prevalent while mergers outside the banking
areawill also affect banking. The ease of cross-border mergers in nonbanking sectors will
eventually spread to the banking sector.

| ssuesto Watch

Cross-border bank mergers within the EU and between EU and non-EU financial intitutions
Impact of cross-shareholding on future bank merger activity

Changes in European bank supervisory strategies resulting from merger activity

Weakening of banking relationships resulting from firms expanded access to capital markets
Development of the e-commerce regulatory framework in Europe

1 Global, Val. 2, No. 2, Oct/Nov. 1999, Deloitte & Touche LLP, NY, NY, pages 4-5. These figures reflect
all mergers, not just financial sector mergers.

2 Since 1985, M&A activity has been increasing in Europe with the number of independent banks
declining from 13,800 to 9,800 as of third quarter 1998 (FRB-Chicago Sept. 1998 Netherlands Trip Report). The
continuing number of mergersin fourth quarter 1998 and through the end of third quarter 1999 has reduced the
number further as second and third generation mergers are occurring among banks that were themselves the result of
prior mergers.



Office of the Comptroller of the Currency Page 14
IB& F’'s November 1999 Global Report

| ssues Raised by Bank Mergers

Mergers and Acquisitions (M&A’s) in the financia services industry are facilitated by the
universal banking license. Financia service entities in Europe enjoy a complex web of strategic
alliances and inter-company cross-share holdings. These alliances and cross-share holdings are
fueling the industry’ s consolidation. Twenty-six of the largest 50 banks in the world are
headquartered in the EU® (See Appendix -- Table 1) and these institutions have insurance
companies, other banks and leading commercia corporations as mgjor share holders. AsM&A
activity continues across Europe, banks and supervisors alike are dealing with a host of issues,
including:

C Increased nationalism. Big local banks have a greater chance at being European (and
even global) players, thereby enhancing the political position of a member state's finance
minister and its supervisor. Poaliticians are increasingly playing arole in merger decisions
involving a country’ s largest banks. Smaller countries' supervisors and competition
authorities may willingly accept higher levels of banking concentration in their home
market to create large ingtitutions able to compete in the EU and internationally.

Supervision of these emerging conglomerates (by whom and how). There are increasing
guestions as to whether a“lead” regulator needs to be identified and whether some of
these new conglomerates could be considered “too big to fail.”

C Regulatory hurdles (EC Competition Commission vs. national supervisors). Language
barriers, independent tax structures, commercial code, and legal and regulatory
differences may inhibit cross-border mergers.

C Rapid succession merger and acquisition activities and greater operational risk. Second-
and third-generation mergers are occurring before prior acquisitions have been fully
integrated.

C Post-merger difficulties. A number of issues can arise following merger activity,

including: higher risk profiles for the resulting banking group and the possibility of
increased earnings volatility; declining capital ratios; heavy unforeseen losses; declining
earnings due to high administrative costs associated with severance pay packages for
senior executives; decline in stock price; and reduced ratings by rating agencies.

C Favorable regulation and distribution monopolies. Government guarantees, funding,

3 The 15 European Union member countries are: Austria, Belgium, Denmark, Finland, France, Germany,
Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden and the United Kingdom (UK). Euroland
or the euro zone is comprised of the 11 EU member countries that met the Maastricht criteriafor entry into the
European Monetary Union and converted their currenciesti the euro on January 1, 1999. The four EU members
who are NOT part of euroland are Denmark, Greece, Sweden and the UK. NOTE: neither Norway nor Switzerland
are member countries.
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and/or protection produces unfair competition for privately owned banks in several
jurisdictions (France, Germany, and Italy for example). The EC is planning to challenge
Germany over controversial financing of its public banks (i.e., the Landesbanks). This
challenge could lay the foundation for mergers between private and public sector banks.

C Expanded access to capital markets by corporations. Relationship banking may be
weakened by this expanded access. Bank lending continues to fuel the M&A activity
with acquisitions accounting for 50 percent of the loan market.* Although
earninggmargins as aresult of increased competition for loans and securities are
generally expected to be reduced, 23 of the top 30 credit facilitators for European
acquisitions are European banks® who reap the financial rewards associated with such
loan syndications.

The balance of this section elaborates on these issues highlighting the impact of bank merger
activity arising from nationalism in some member countries and the general trend of cross-share-
holdings among European financial institutions, and developments in bank supervision.

Bank Merger Update

Merger and acquisition activity volume has grown 500 percent since 1992. Factors contributing
to the merger maniainclude:

Restructuring to avoid or combat hostile bids;

Restructuring of banking and insurance sectorsin key countries;

Privatization of government owned banks;

Improving and favorable economic climate;

A greater depth, breadth, liquidity and diversity in the European capital markets; and,
Desire for better earnings and market penetration.

There isincreased pressure on European banks to build market share across the eurozone and a
desire to be well positioned in the core euroland countries (ie., Germany, Italy, and France).
However, bank consolidation in certain countries still lags. The top banks in the various member
states control anywhere from 14 percent to 60 percent of their local markets. Banking
consolidation in the Nordic countries is further ahead than in the core euroland countries.
However, the flurry of activity in France, Italy, and Spain in recent months is rapidly creating
market leaders with increased national shares of loans and deposits. The German market has
undergone little significant consolidation. Thisis partly due to its slower economic rebound and
its government-backed Landesbank and savings bank sectors. The existence of these
government-funded and -owned banks hinders industry consolidation and has forced Germany’s

4 Loan Prici ng Corporation, Gold Sheets, Oct. 18, 1999, page 1.

S Ibid., page 21.
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leading banks to seek partners outside their local market (such as Deutsche Bank’ s acquisition of
Bankers Trust and current talks between Bangue Nationale de Paris and Dresdner).

Nationalism and Banking I ndustry Consolidation

Banking industry consolidation has revealed latent “nationalism” in the various member
countries as evidenced by encouragement of mergers among a country’s largest banks, denial of
proposals involving foreign acquirers, and blocked mergers involving hostile takeovers. Bank
merger announcements in 1999 have involved more hostile takeovers and behind-the-scenes
involvement of national governments and supervisors. The role of governments, supervisors,
and the EC Competition Commission are shaping the future direction of European consolidation.
While some announcements earlier in the year fell by the wayside, others have taken their place
(See Appendix -- Table 2).

In France, the March announcement by Banque Nationale de Paris (BNP) to mount a hostile
takeover bid for both Paribas and Société Générale, themselves seeking a friendly merger
with each other, prompted the French authorities to encourage all three managements to
come to an amicable solution. A three-way merger would have created the world' s largest
bank, reducing the possibility that France's largest banks would be vulnerable to foreign
takeovers. BNP' s failure to obtain sufficient shares of Société Générale freed the latter bank
to go off on its own to seek another partner on friendlier terms.

In Italy, two different proposed mergers in March involving Italy’s four largest banks were
blocked by the Italian Central Bank who determined the proposals were hostile. The Italian
Central Bank has stated it will not approve hostile mergers since it feels such mergers have
increased risks associated with integration. At the time, the EC questioned the Central
Bank’s action as impeding free market transactions, but did not pursue the issue because all
banks involved were Italian.

Recently, Italy’s largest bank, San Paolo-IMI, bid for INA, aleading Italian insurance
company. This proposed merger would have created Italy’s first major bancassurance
conglomerate. The governor of the Central Bank does not feel banking and insurance should
be together under one conglomerate and worked behind the scenes to help structure a
transaction that would keep insurance and banking separate.

Portugal’ s denial of Spain’s Banco Santander Central Hispano’s (BSCH) bid for control of
Mundia Confianca, an insurance company that controls Portugal’s third largest financial
group, prompted intervention by the European Commission’s Competition Commission. The
EC ruled that the denia of the BSCH bid was illegal under EU competition law, appeared to
cloak national protectionism in the guise of prudential concerns, and must be rescinded by
Portugaks Finance Minister. The EC rules on freedom of establishment and free movement
of capital were also at issue. Portugal’s finance minister refused to revoke the denial and the
case was referred to the European Court of Justice. Meanwhile, BSCH restructured its bid
for Mundia Confianca, which received the approval of Portugal’s finance minister. The
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European Court of Justice has not yet ruled on the case and it is hoped that approval of the
restructured bid will negate the referral to the court. This was the first test case involving
European banking consolidation and could result in heavy fines to Portugal if the Court of
Justice rules against it.

The EC has its own “nationalistic” tendencies to overcome as it looks toward the future,
particularly in the area of e-commerce. E-commerce will play a significant role in banking and
cross-border consolidation in the future. Accordingly, the EC is working to amend some existing
directives and develop new ones that will better identify and harmonize the regul atory
framework surrounding e-commerce. One of the proposed directives addresses the liabilities of
Internet service providers; includes clauses removing barriers to electronic contracts; and
requires that online traders state where they are physically based. A failureto create asingle
legal framework for e-commerce in the EU could reduce the growth prospects in this area.

Cross-shareholdings and Merger Proposals

Cross-shareholdings among financial institutions can have a direct impact on merger proposals.
It is not unusual for companies to own strategic holdings in numerous financial companies and
for those companies to also own stakes in their shareholders and shareholders competitors. The
impact of these cross-shareholdings should not be underestimated. A merger, for example, of
Italy’ s two largest banks would require divestiture of equity holdings in several industries, such
as energy and telecommunications, since a merger would result in industry concentrations
beyond those allowed by the EC.

One important issue raised by cross-shareholding is the possibility that a mgjor shareholder may
step in to preserve its own interests over those of the bank. Thisis noteworthy since many banks
have major insurers as shareholders and they are direct competitors for financial services. In
fact, 10 of the world's 20 largest insurers are in the EU (See Appendix -Table 3) and many own
major stakes in European banks. While cross-border acquisitions have been primarily limited to
strategic alliances, cross-sector stakes have become part of banking in Europe for many years.
Linking the insurance products with the branching network of some of the EU’s largest banks
significantly enhances the distribution network for insurance companies.

Examples of cross-shareholdings include:

The major insurance conglomerate in Germany, Allianz, owns stakes in Germany’s three
largest banks, Dresdner, HypoV ereinsbank, and Deutsche Bank. Allianz is a mgjor factor in
possible mergers affecting Dresdner and HypoV ereinsbank because it has a controlling
ownership position. It isalso amajor financial conglomerate vying with Deutsche Bank to
be Germany’s leading financial entity.

AXA (France's largest insurer) and Italy’ s Mediobanca and Banca Commerciale Italiana,
tendered their Paribas shares to Banque Nationale de Paris in the recent merger battle with
Société Générale and may have influenced other core shareholders to follow. Had these
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shareholders tendered their shares instead to Société Générale, it is possible that BNP would
not have been successful in its hostile bid for Paribas.

In Italy, the bid by San Paolo-IMI for INA prompted a hostile counter-bid by Italy’s leading
insurer, Generali. The result was a compromise worked out between San Paolo-IMI and
Generali.

Supervision Update: The New European Banking Envir onment

European banking supervisors are facing a new environment, one where the friendly gentlemen’s
agreements of the past have given way to hostile bids for major competitors, and foreign
conglomerates are taking stakes in their country’s largest banks. Some of the issues raised by
this new environment are:

Questions as to who will be the “lead” supervisor for proposed cross-border conglomerates
have caused some deals to be canceled when regulatory approvals could not be guaranteed.
The eventual supervisory arrangements for the first cross-border merger between a euroland
and non-euroland financial institution could set a precedent for future deals and involve
tricky negotiations between multiple supervisors. Supervisors are not yet willing to cede
supervisory control of their country’s leading bank to aforeign supervisor.

As more and more linkages emerge in the EU, the risks are increased that transactions can
escape supervisory scrutiny or dip through supervisory gaps. Thisis particularly relevant
since operational risks have increased significantly in European banks involved in mergers
and acquisitions activity. New mergers are occurring even before institutions have
successfully integrated operations, personnel, and strategies from previous acquisitions. Due
to the multitude of acquisitions in the last few years, politicians are scrutinizing their
supervisory structures to ensure they are up to the task of supervising the ever-increasing
number of large, complex financia institutions.

In some countries, proposals for shifting supervision from one authority to another are being
considered. Contrary to a general trend of shifting supervision out of the central banks, the
Austrian government is considering shifting banking supervision from the Ministry of
Finance to a separate entity under the Austrian Central Bank.

Supervisors have renewed contacts in member countries and in some instances, conduct joint
inspections for some cross-border entities.

The recent money-laundering scandal involving Bank of New Y ork has prompted the EU leaders
to attempt to harmonize their legisation on money laundering within the EU, including tracing,
freezing of accounts, and confiscation of funds. The EU spoke out against money laundering at
its special summit on justice and home affairs in mid-October. Leaders have agreed to a 10-
point plan to crack down on organized crime among other EU issues. In the UK, the Treasury
has revised its all-encompassing super-regulator regulation. Initialy, it was thought that the
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Financial Services Authority (FSA) would be tasked with the oversight of al 13,000 legal and
accountancy firmsinvolved in financial services in addition to the banks, insurance, and
securities firms. Instead, full regulation from the FSA will apply only to approximately 2,000
firms engaged in the “mainstream” financial services business.

The framework exists in the EU for sharing of supervisory information with members of the
union. A less definite framework existed for sharing information between the EU and the
United States until June of this year when a framework agreement was signed between the
EC and the OCC and Federal Reserve Board. The agreement sets forth the framework for
establishing separate bilateral agreements with EU member states. Such agreements help
close the supervisory gaps that may occur.

In France, recent changes in the secrecy law enable on-site supervision of subsidiaries of
credit institutions within France. The law also allows for implementation of a legal
framework for the exchange of information between supervisory authorities. Such steps are
necessary if supervisors are to ensure prudential supervision of cross-border entities.
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Western Europe: Capital Markets Developments

Page 20

A number of significant changes are occurring in the Western European capital markets.
Most of the changes started well in advance of the introduction of the euro on January 1,

1999. However, the euro has
served as a catalyst to push
forward transformation of the
markets. Other important factors
effecting change include
technologica developments and
globalization. Deep structural
changes are expected to continue
over the medium term. As capital
markets participants, banks will be
affected by these changes.
Relative to the United States,
European banks play a much
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greater role as financia intermediaries than the securities markets.

| ssuesto Watch

The effect of changes in the European Union (EU) capital markets on banks, for
example: disintermediation as borrowers and depositors may elect to fund or invest
through the securities markets, with an attendant loss of business for small and
regiona sized financia intermediaries and gain of business for larger investment

houses and universal banks.

The effects of technology on the structure and efficiency of the capital markets, such
as lowering transaction costs, increasing turnover and liquidity, fragmentation or
concentration of financial intermediaries, and continued growth in the over-the-

counter derivatives market.

Timely implementation of the European Commission’s Action Plan to substantialy
enhance the efficiency of Europe’s financia markets, by removing obstacles to EU-
wide use of prospectuses, improving lega certainty for EU-wide use of collateral,
easing EU-wide tax distortions on life and pension products, and addressing EU-wide

accounting disparities.

Private sector efforts to enhance market efficiency and create a single market, such as
the creation of a single European settlement and clearing house and increased

linkages between markets.

Trends creating changes in the demand and supply of securities, such as the level of
privatizations, pension reform schemes that result in increased demand and the lifting
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of restrictions on how pension assets can be invested, and the level of mergers and
acquisitions (M&A) activity.

Bond Markets

Among the most visible signs of change are developments in the bond markets.
Conversion to the euro meant that currency risk was eliminated among the 11 European
countries that comprise the euro-zone. This alone has radically changed the landscape for
both investors and issuers. An increasingly pan-European investor base, a much larger
issuance market, and a broader spectrum of issuers are accelerating the development of
the bond market.

One of the noteworthy developments in 1999 is the increased activity in the corporate
bond market. By one estimate, corporate issuances have increased four times over the

same period last year, abeit

from low levels. Irlcreas&s Euro Zone Cradit Issuance YTD 10/7/99 % Change
occurred not only in volumes By Sector EUR bil SamePeriod ‘98
but in the size of deals, which BarksFinance 176 57%
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markets.! Tecnost is the Suce DarhEak

vehicle through which

Olivetti carried out its
takeover of Telecom Italia

Developments in both the demand and supply side are stimulating bond market activity.
On the demand side, the investor profile is changing. The investor base has broadened to
pan-European from a national basis, as insurance companies and fund managers diversify
away from their home country markets. Also, European investors are looking for better
yields than governments now offer. Investors have been moving down the credit curve in
this attempt. For example, in 1995, 15 percent of new issues in the euro’s predecessor
currencies were rated “single A”, versus 38 percent so far in 1999.2

On the supply side, a primary driver of the increase has been a need to finance Europe’s
M&A activity. M&A volumes have been amost as high for the first half of 1999 as for
the whol g of 1998, itself arecord year. The deals have been financed in the capital
markets.

The euro zon€e' s corporate bond market is very small. While the market is small, many
view the increasing trend toward corporate bond issuances as a structural change that will
be a source of disintermediation to European banks. Also, banks, as the traditional
funding source for corporates, are increasingly reluctant to lend at uneconomically low
rates in part due to shareholder pressure to improve earnings. This is contributing to
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predictions that the corporate bond market will expand at the expense of some banks, as
European issuers are starting to have a wider array of financing options. While abank’s
corporate loan business could be transferred to its investment banking unit, thisis not a
given especialy in light of the intensely competitive environment. Banks involved in
underwriting bond issuances are experiencing fierce and increasing competition from
outside their traditional home country markets.

Expanded corporate access to the capital markets is expected by some to weaken
relationship banking and bring increasing competition to the pricing of loans and
securities. Large investment banks and universal banks are expected to benefit at the
expense of smaller and regionally focused financial intermediaries. Regarding U.S.
banks, fears that they would lose out in European business opportunities have been
largely unfounded. U.S. investment banks are seen as major competitors to their
European counterparts.

In another supply-side trend, EU governments are borrowing less than they used to due in
part to the need to abide by the Maastricht Treaty limits on public debt. Governments
have been by far the largest category of bond issuer in the euro zone. Also, most
observers believe that the trend of liquidity in the government bond markets being driven
to the larger countries will continue. Observers cite the sharp downturn in the turnover of
smaller government bond markets in recent years as evidence. Explanations for the trend
vary, including the reduction of market-making by domestic banks, investorsin the
smaller markets diversifying away from their domestic debt to larger markets, and lower
credit ratings of some smaller
countries.

International Bond and Note I ssuance
In other related bond market Percent of Total by Major Currency

Source: BIS
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Equity Markets

While changes in the bond market have been the more telling story, equity market
changes are occurring but at a much slower pace. The size of Europe’s stock market is
small relative to the United States, especially when the United Kingdom is excluded.
Thus, there is much potential for growth. Over the past year, there has been an increase
in both demand for and supply of new equity issuances. Investment houses have
generally switched from country analysis to sector analysis.

On the supply side, new equity issuances through September 1999 approximate the total
amount issued for all of 1998. Privatizations accounted for much of the equity issuance
and for some of the bi ggest deals, notably the EUR 10 bil (USD 10.5 hil) secondary sale
of Deutsche Telekom.™ Italy’s Enel, a state-owned electric utility company, clamsit had
the world’s largest initial public offering in October of this year after the Italian
government announced the sale of EUR 18 bil (USD 19 bil) worth of shares.”
Additionally, M&A activity is affecting issuance activity, as companies are increasingly
looking to increase their capital to pay for acquisitions. Market observers point to
volatility in the stock markets as a reason why volumes have not been higher.

On the demand side, there have been shifts in investor demand for stocks across national
borders. Reportedly, the retail investor has been playing an increasing role in the market.
Theretail investor is credited with being the driving force behind the success of
Germany’s small capitalization stock market, the Neuer Market, which specializes in
listing high-tech stocks. The Neuer Market has attracted 105 new listings in the past nine
months, taking the total number of companies listed since its 1997 launch to 168. The
Neuer Market is the biggest member of Euro.NM, Europe’s electronic network of growth
stock markets.

Structuraly, there is growing cooperation between Europe’ s fragmented stock exchanges.
There are at least four different groups with separate plans for some version of a pan-
European stock market: Tradepoint Financial Networks, Europe’ s Easdag, U.S.’s Nasdaq,
and the eight biggest European stock exchanges.® A setback occurred recently with the
abandonment of plans by the eight biggest European stock exchanges to create asingle
stock market for trading the shares of Europe’s blue chip stocks. A main stumbling point
was which exchange' s technology to use as atrading platform. Reportedly, an interim
solution was reached, with intentions remaining to create a single Europe bourse
sometime in the future. Tradepoint plans to offer pan-European equity trading next year.
Tradepoint is a London-based e ectronic stock exchange backed by Reuters' Institnet and
a consortium of large investment banks including Merrill Lynch and Morgan Stanley
Dean Witter.

Effects of Technology

As evidenced by these plans for a pan-European stock market, technology is having a
profound effect on the structural development of European markets. In general, both
retail-based online services and intra-dealer systems are increasing rapidly. A number of
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initiatives involving electronic trading facilities have been announced over the past year.
The growth of electronic facilities for the trading of equities and derivatives has also
spread to the fixed income market (e.g., EuUroOMTS). In the area of clearing and
settlement, some movement toward consolidation has occurred, but much more is needed.
The potential for consolidation in the area of clearing and settlement is highlighted by the
existence of more than 30 nationa clearing systems in Europe compared to three for the
U.S. market as awhole.

Supervision and Regulation of the Securities M arkets

Supervision and regulation of the securities markets in Europe is not harmonized. There
exists no Securities Exchange Commission equivaent on an EU-wide basis. Significant
differences between countries exist in areas such as the division between regulation and
self-regulation and the powers of the securities market regulator. Companies are subject
to different rules by country on accounting, information disclosure, and the treatment of
minority shareholders. Two EU directives have attempted to harmonize securities market
rules, but market observers say that more harmonization is needed to aid in the creation
of a single European market. The European Commission (EC) is attempting to remove
the legal and administrative barriers needed to establish an integrated European market
for financia services. Thisis expected to provide for a consistent set of regulations and
principles to substantially enhance the efficiency of EU capital markets. The EC's
Action Plan is focusing on three areas. wholesale markets, retail markets, and sound
supervisory structures.

! Euromoney 9/99

2 Chase Fixed Income Research 10/99
3 Euromoney

“ Euromoney

® Financial Times 11/99

6 WSJ Europe 10/99
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Asia: Economic Developments

Asian economies have shown surprising strength this year after very poor performances
in 1998. The
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However, a number of risks remain. Japan, with the world's second largest economy, is
an important economic factor in the
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In addition, unemployment levels continue to rise and prospects for income growth are
poor, which could affect consumption.

In Japan, and throughout Asia, excess capacity is also a mgor problem constraining
business spending. In the pre-crisis years, investment was the key driver of the economy
for many Asian countries.

. . . Office Change in
Continuous economic expansion VRGEnEY P ORETLY
combined with relatively easy Rates* Prices **
fi . t d & . . Shanghai 49.9% -14.8%
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estate and construction, which remain especially depressed.

One result of the weakness in spending on plant and equipment has been a sharp cutback
in imports. During their booming high investment years, emerging Asian countries were
major importers
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despite

continued growth in China. Trade and current accounts swung into large surpluses.
Although economic activity has strengthened this year in Asia, spending on new plant
and equipment continues quite weak and imports remain well below pre-crisis levels.
This situation is expected to continue through 2000, and the region will retain a sizable
current account surplus.
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Asian countries continue to face huge costs associated with bank restructuring. In many
cases, this has required the issuance of large volumes of government debt (much of which
is swapped for non-performing bank assets). Given that the countries went into the crisis

with relatively small stocks of
debt outstanding, the fiscal
costs are seen as manageable
and overall government debt
levels will remain

controllable (with Indonesia
facing more of a challenge in
this area than others).
However, the costs of
servicing the debt will be

Scheduled Gov't As % Gross Gov't
Support for bank Of 1998 Debt As % of
Restructuring ($ bil) GDP 1998 GDP
Indonesia $52.50 62.50% 74%
Korea $61.50 19.20% 70%
Malaysia $8.20 11.50% 48%
Thailand $21.60 18.60% 31%

Source: JP Morgan

quite substantial and constrain other government tax and expenditure decisions for some
time. The table above gives an indication of the costs to date for bank restructuring. The

ultimate costs will be higher.
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Asa: Banking Developments

Summary

Asian financial markets and economies are in recovery. Stock markets rebounded in
1999 after two years of poor performance, and banks have liquidity. The recovery is
built on macro-economic

Chart 1: Stock Market Returns for Asian Countries

adjustments, supported by 1997, 1998, and through August 1999
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and fiscal policy. But, there 60.0 E——
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profitability and excess B ot
capacity. Apart from Korea -60.0 BChina
and China, financial
ingtitutions are not lending, e rmer vear

despite raising significant

levels of capital and/or divesting of nonperforming loans to government-established asset
management corporations. Banks are the main suppliers of credit in the region and
capital markets are not deep enough to compensate for the lack of bank credit. The
recovery process will be difficult to sustain unless credit growth resumes.

Further bank and corporate sector restructuring is critical to encourage the resumption of
bank credit. However, two major factors impede progress and foster a vicious cycle:
banks still lack sufficient capital to restructure corporate loans and the corporate sector is
largely unwilling to give up ownership interests or comply with restructuring agreements
established by banks as a condition for debt restructuring. Restructuring corporate debt
implies debt forgiveness or debt-for-equity swaps, which will adversely affect banks
capital levels. To date, the few corporate debt restructurings that have taken place
involve only an extension of terms and/or areduction in interest rates. Corporate balance
sheets remain unaltered and cash flow has not radically improved. There are concerns
that restructured loans will become nonperforming in the future, which could lead to new
rounds of bank recapitalizations. Unless this vicious cycle is broken, Asian economies
may not be able to realize their full growth potential. Moreover, the development of
liquid and transparent capital marketsis also required to bolster credit availability and
lessen corporate dependence on bank financing.
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Corporate debt restructuring that involves debt forgiveness and/or debt-for-equity
swaps coupled with strategic plans between banks and corporations to improve long-

term profitability.

Banks' ability to raise capital and improve long-term profitability.

Signs that restructured (refinanced) loans are becoming nonperforming.

Efforts by governments to deepen capital markets by improving liquidity and

transparency.

Issuance of equity and bonds to the private sector.

Asian Bank Restructuring Strategies: I nterventionist vs. Market-Oriented

To restructure banking sectors, Asian
countries, apart from Thailand,
adopted an interventionist approach to
bank restructuring. Under this
approach, governments inject capital
into banks and/or purchase problem
loans, while ingtituting regulatory
forbearance.

Japan: Initially, banks were
expected to cover losses on their
own, and capital forbearance
measures provided some time for
banks to accomplish this process.
But this strategy failed, created a
severe lack of credit in the country,
and led to a number of high profile
bankruptcies. In an attempt to halt
the “credit crunch” that resulted
from banks' capital preservation
strategies, the government injected
US$62 billion in capital into the 15

largest banks. When banksregain a

firm footing, they are expected to
repurchase the capital injected by
the government.

China: The closed nature of the
economy, capital controls, and

Financial I nstitutions Are Asia’s L argest Financial

Percent of Total Financial Assets

100%

I nter mediaries

Chart 2:
Distribution of Financial Assets by Country: Bank Assets, Equities, and Bonds
As of Year-end 1998
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Financial ingtitutions are the dominant supplier of
credit in Asian markets. Based on Fitch IBCA’s
rakings, 89 of the top 200 banks from all emerging
markets are from emerging Asian countries.

To provide alternative sources of financing,
governments are working to develop deeper capital
markets. But the process will be slow as governments
will have to change consumer investor preferences of
bank instruments and improve corporate transparency.
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regulatory forbearance have helped the country avoid an outright banking crisis.
Authorities have taken some steps to address the huge amount of problem loans in the
state-owned banking sector, but the restructuring process will inevitably be long and
costly. The government has injected capital into banks and is in the early stages of
establishing asset management corporations to buy banks problem loans.

Korea: The government used US$37 billion to purchase problem loans at market

value and to inject capital into banks. This strategy reduced nonperforming loans
from 20 percent of total loans to 8 percent. The government intervened in banks that
were insolvent after transferring loans at market value.

Indonesia: Under a government recapitalization program announced in 1999, the
government recapitalized eight private banks (included four of Indonesia’ s largest
private banks) to a 4 percent

interim capital ratio, nationalized Equity Marketsin Asia are Small
eight other banks (including three
|arge private banks), and closed Chart3: Stock Market Capitalzton s Percsrtage of GDP (Jur 1689
38 smaller banks. Owners of the S e——
eight private banks provided 20 %
percent of the contributed capital; B
the government provided 80
percent by issuing bonds (and — B
taking equity shareholdings) and ]
purchasing nonperforming loans. = - [
Some of these banks had capital
ratios as low as negative 25 B R
percent. Their owners still have i 2w L
management control and can buy S
back the government’s share by H ﬂ |_| |_|
June 2002 |n Noven']ber, the us. Japan  Philippines  Korea  Thaland  China  Indonesia  Malaysia ~ Tawan  Australia  Singapore
government recapitalized the
largest state bank and plans to - Equity Markets in most Asian countries are small and
recapitalize three other large state dominated by a few large firms.
banksin December 1999. These | - Japan, as the second largest economy in the world, has
resolution activities have resulted astock market of only 2,300 listed companies
in the effective nationalization of compared to 8,800 in the United States. The next
Indonesia’s banking sector, with largest equity market in Asiais Australia with 1,200
the government now owning listed companies, followed by Chinaat 764.
more than 75 percent of banking | . Equity markets are less liquid. Up to half the stocks are
Sector assets. tied up in special holdings that rarely trade. For

_ _ example, in Thailand, only 30 percent of the listed
Malaysia: Operating under stocks are available for trading.
forbearance rules, banks had to

report only those nonperforming
loans past due six months or more as opposed to the previous standard of three
months. An asset management corporation was established and is purchasing
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problem loans from banks at market value. Losses related to these loans can be
amortized over five years. The asset management corporation, to date, has purchased
30 percent of total nonperforming loans. Banks requiring capital after selling loans to
the government were recapitalized with public funds, giving the government an
ownership interest in the banks.

Thailand: In contrast to the above approaches, Thailand’ s approach to bank
restructuring is market-oriented. The government tightened prudential regulations,
primarily implementing stringent loan loss reserving policies, and gave banks until
2000 to self-recapitalize or face intervention. As aresult, most banks raised
significant amounts of private capital. In addition, a mechanism was devel oped that
allowed banks to voluntarily seek government capital conditioned on the immediate
compliance with new prudential standards.

Corpor ate Debt Restructuring: A Non-Inter ventionist Approach

While Asian governments are pressing banks to engage in corporate debt restructuring,
the process has been largely left to the private sector with some governments facilitating
the process through debt restructuring committees. The corporate sectorsin Asialargely
suffer from one or more of the following: high debt/equity ratios, poor profitability,
and/or excess capacity. Debt restructurings to date are insignificant and when they have
occurred, largely represent an extension of terms or reduced interest rates.

Japan: Corporations are engaging in self-restructuring in order to improve financial
performance. The primary emphasisis on cost-cutting through labor force reduction
and reduced investment. Corporate balance sheet adjustment, primarily reducing
debt by selling nonproductive assets, has yet to gain momentum. The process is
made more difficult because Japanese banks are unwilling to forgive debt to the
corporate sector, even though banks created substantial oan |0ss reserves.

China: Restructuring of the state-owned enterprises (SOESs) is a high priority for the
government. However, SOE restructuring is slowed by the adverse impact on
employment, fiscal constraint to compensate for the potential losses to state-owned
banks who finance SOES operations, and undeveloped capital markets. The
government’s current reform focus includes: reducing SOES' debt and social burden
(such as employees’ housing, educational, and medical benefits), lowering the state's
share in non-strategic SOEs, and improving SOES' corporate governance through
establishment of boards of directors.

Korea: The economic engine of Koreais the productive capacity of itslarge
chaebols, which have debt-to-equity ratios over 300 percent. The government
mandated that the largest chaebols (industrial groupings) reduce their debt-to-equity
ratios to 200 percent by the end of 1999. While debt-to-equity ratios declined from
over 400 percent in 1997, the results have been achieved through revaluation of
assets as opposed to actua debt reductions. In addition, the government mandated
that banks reduce exposures to single entities from a maximum of 45 percent to 25
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percent by 2002. Banks have entered into corporate debt restructuring agreements
that rely largely on the chaebols divesting of non-strategic subsidiaries and affiliates.
Debt forgiveness is not a part of the process to date, but the near bankruptcy of
Daewoo Corporation may establish a framework whereby losses will be shared

between the government, investors, and banks.

Indonesia: The Jakarta Initiative Task Force is designed to facilitate the out-of-court
voluntary restructuring of domestic and foreign corporate debt. As of July 1999,
only 22 of 234 insolvent companies had reached agreements and only 10 percent of
foreign and domestic debt of the Indonesian companies involved in the process had
been restructured. The Indonesian Debt Restructuring Agency (INDRA), which
operates like atrust fund, was recently created to facilitate the repayment of external
corporate debt obligations by allowing Indonesian debtors to purchase U.S. dollars
from INDRA. The framework has proven ineffective to date, in large part because
Indonesian companies view the market-based exchange rate and repayment terms as

unattractive.

Malaysia: Since the creation of a corporate debt restructuring committee, only afew
companies have entered the program and have had debt restructuring programs

approved.

Thailand: The Corporate Debt Restructuring Committee facilitates debt negotiations
between borrowers and creditors. The committee is monitoring 700 cases that
represent 65 percent of outstanding credits. These cases involve syndicated credits.
Banks have also initiated self-restructuring efforts, since once a debt is restructured,
it isimmediately removed from nonperforming loan status and is no longer classified
after three payments are made. Most loan restructurings to date carry little debt
forgiveness. Because of the absence of debt forgiveness, there is areal concern
among banks that restructured loans will become nonperforming loans again in the
future, especially with corporate debt-to-equity ratios averaging over 275 percent.

Apart from Korea and China,
Credit Growth Has Not Resumed

With the exception of Korea and
China, credit growth remains
stagnant or negative in Asia,
despite significant bank
recapitalization. Koreaand China
are examples of just how important
credit availability is to economic
growth. The availability of credit in
Korea, coupled with strong macro-
economic adjustments, contributed
to a strong economic recovery.
China avoided a severe economic
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downturn, in part, as aresult of sustained credit growth. Meanwhile, the lack of credit in
other Asian countries resulted in weaker recoveries.

In Japan, what little growth in credit that has occurred is provided by government-
backed entities. Credit growth by commercial banks has declined for the past 21
months.

Thailand’s economic recovery remains weak and fragile and led by government
spending and a rebound in export growth. Outside of consumer mortgage lending and
lending to exporters, credit continues to decline.

Malaysia's economic recovery is similar to that of Thailand, even though the
government mandated that banks achieve certain lending growth parameters.
Lending has been sustained at low levels, but banks have not achieved the targets set
by the government.

While commercial banksin K orea are reducing their exposures to the chaebols,
Korea's private investment trust companies (ITCs) stepped in to assure the
availability of credit and accounts for credit growth in Korea. The ITCs are large
with total assets second only to the total assets of commercial banks. Assets of the
ITCs have increased by over 100 percent in the past year. Recent liquidity problems
with the ITCs resulted in the Korean government pledging liquidity support to these
entities, and most analysts believe that I TCs are insolvent.

In China, the government encourages state-owned banks to continue lending to
support the macro-economic policies of the government.

M acr o-Economic Adjustments Support Growth, Micro-L evel Restructuring L ags

The economic recovery processin Asiais being largely powered by swings in the trade
accounts, government spending and inventory adjustment with the support of an
accommodative monetary policy. These favorable factors cannot continue indefinitely.
As such, a critical risk to the recovery process in the medium term is the failure to follow
through with micro-level restructuring of the banking and corporate sectors. At this
point, Asian governments remain committed to the restructuring process. Several
measures are necessary for further progress, including:

Creating incentives that encourage banks and corporations to engage in true
restructuring of the corporate sector and penalties if a restructured loan becomes
problematic again. Debt forgiveness by financial entities and debt-for-equity swaps
should be to such an extent that viable firms will be able to service remaining debt.

Mechanisms for banks to obtain capital to replenish loan restructuring losses. If the
corporate sector is to truly be restructured, banks will require more capital to absorb
losses on debt forgiveness. Until the financial sector is comfortable that it has
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provided for current and future losses, it is unlikely that credit growth will resume,
even though banks have liquidity and there may be viable projects to fund.

Establishing and implementing a framework to promote deeper capital marketsin
order to reduce the dependence on bank credit for financing. This requires
mechanisms to promote depth, liquidity, and transparency.
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Latin America: Economic Developments

Most of the Latins appear to be at the bottom of their business cycles, with activity
starting to turn up. However, the lingering effects from recessions in some countries will
result in further credit quality deterioration. There are a number of downside risks, which
Coqld derail recovery, and the Latin Growth Expected to Resumein 2000,
region remains particularly Albeit Slowly

sensitive to U.S. developments. 89% —
The Latins remain susceptible
to higher U.S. interest rates,
which may lead investors to 4%
withdraw funds from the Latin
markets now that returns have
risen in the United States. This
will likely creste a feed back
effect causing Latin interest
rates to rise and business -4%
activity to slow. In addition, the
United States remains an
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anticipated, sales of Latin products would be affected and production likely cut back.
Other markets would be unlikely to be able to pick up the slack.

Finally, a number of presidential elections will result in

transition governments that will need to take tough fiscal Next Presidential Election
action. For example, Argentina s recently elected President _

De la Riawill need to take significant fiscal measures to Chile December 1, 1999
control the large fiscal deficit and maintain investor Rertl Al d, 2000
confidence. Cutsin Argentina s fiscal spending and/or Mexico 2 2000
increases in taxes will keep demand from rebounding rapidly. | Brél Ceitloer 1, 2002
Presidential politics also affect Chile thisfall, and Peru and Source: BCP Securities, Inc.

Mexico next year.

If the global economy holds up as expected, Latin American economies should be
stronger next year. Therisein oil prices is benefiting Venezuela and Mexico, whose
fiscal accounts are heavily dependent on petroleum exports. For some other non-oil
commodity producers, however, the pickup in globa economic activity has not yet
filtered down to push up raw material prices and export revenues remain weak. In
addition, other factors may limit the strength of the recovery in some places. Consumer
and business confidence is likely to remain subdued in several countries where
presidential elections are under way, as they await clear indications of the direction of

(]
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policies from the new government (especially on how they will address the deteriorating
fiscal positions).

As anumber of Latin economies

went into recession following the Latin Current Account Deficit Projected to L evel Off in 2000,
floating of the real by Brazil in Still Requires Substantial Capital Inflows
early 1999, there was widespread $0

import compression. This has more
than offset declines in exports and

helped reduced the region’s current
account deficit from US$84.9 -$30-
billion in 1998 to US$58.9 hillion -$40-
in 1999. The expected resumption
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countries to pursue new debt issues. To help dleviate this pressure, the World Bank
initiated its Partial Credit Guarantee program. Taking advantage of this, Argentina was
able to continue its pre-financing of its external debt at investment grade cost. Mexico
did not take this approach, but arranged contingency financing from the IMF, other
multilateral lenders and a North American Free Trade Agreement (NAFTA) facility

Argentina Brazil Chile Mexico Venezuela
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totaling US$23.7 billion. The intent of the multilaterals was to help the Mexican
government work its way through the current presidential elections and avoid another
financial crisis.

U.S. banks have cut exposure to Latin Americain the last year (See U.S. bank exposure
graph, prior page) . Brazil remains the most important country in the region for our

banks, despite a scaling back of exposure by $10 billion, from a March 1998 peak of
almost $40 billion, in the last half of 1998. The most significant retreat this year has been
in Chile, where exposure has now fallen 26 percent (or US$3.1 billion) from its high of
US$12.1 billion. Mexico’s economy outperformed the rest of the region in 1999, as it
benefited from its close ties to the U.S. and bank exposure remained relatively stable.

The expected bank exodus from Venezuela after the election of Hugo Chavez failed to
materialize, although the country remains by far the least important of the big five for
U.S. banks.
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Latin America: Banking Developments

Summary

Domestic recessions, higher external funding costs, and market volatility produced a
turbulent environment for Latin American banks over the past year. In Chile, Brazil,
Argentina, and Venezuela, banks have shown resiliency. Financial sector reformsin
these countries, particularly since the Mexican (Tequila) crisisin 1995, helped banks
weather the externa shocks of the Asian crisis and more recent woes in individual
economies. Government-led bank consolidation, coupled with foreign bank expansion
and improving regulation contributed to systemic stability.

In contrast, banks in Ecuador and public banks in Colombia, where financia reforms
lag and recessions have been sharp, face severe distress. Despite an improving
economy, Mexican banks remain frail, still lacking the capital required to generate
significant earnings. In Central America, banking sectors are weakened by high
interest rates and sluggish credit demand.

Asset quality has suffered throughout the region (see “Loan Delinquencies’ graph
next page), and credit growth has been flat. These conditions may stabilize, but may
not improve soon. Leading banks, including foreign banks, remain positioned to
weather, and potentially benefit from, the turmoil because of their strong franchises,
capital base, and expected access to domestic and international capital markets. But
mid- to small-sized banks in Argentina, Brazil, Venezuela, and Peru find themselves
increasingly challenged by competition, and reduced access to liquidity and capital .
The result is likely to be more bank resolutions and mergers. In Argentina and
Venezuela, insufficient deposit insurance will slow the pace of resolutions and
mergers. While the entire region is unlikely to experience the sort of severe banking
problems seen recently in Ecuador, Colombia, or Mexico, the difficult operating
environment should continue in 2000.

| ssuesto Watch

Impact of lingering recessions and fledging recoveries on credit growth, asset
quality, and bank profits, particularly in Argentina, Brazil, Chile, and Peru.

Banks' access to domestic and international funding given the negative operating
environment and the potential impact of the year-2000 conversion on financial
markets.

Progress in restructuring troubled banking sectors in Mexico, Colombia, Ecuador.
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Trends in strengthening financial transparency and bank supervision:
Venezuela s adoption of inflation-adjusted accounting; Brazil’ s expansion of
market risk limits on new products, adoption of aloan classification system, and
measures to increase institutional capacity to examine banks; bank interventions
and resolutions, and the shoring up of deposit insurance funds in Argentina and
Venezuela

Foreign bank expansion, and evolution of regional networks led by Spanish
banks; effects on the perception of systemic risk in the region.

Key Factors Affecting Banks and Supervision

Prospects will depend largely on the extent of recovery in individual economiesin
2000. Key factors shaping the banking environment include:

Economic Conditions. Slumping economic conditions have slowed the demand
for credit, and worsened credit quality. Past-due loans have risen throughout the
region in the past six months, though asset quality deterioration seems to be
dowing in Chile and
Colombia. In many
cases, deterioration
appears most notable
in consumer, leasing,

L oan Delinguencies Across L atin America
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in asense, have
benefited from the regional slump: the stressed economy has produced a flight to
quality, in which deposits, corporate and trade finance, and cash management
services have moved from the smaller banks to the leading banks. Leading banks,
however, appear to have shelved plans for a mgor expansion into the mid-size



Office of the Comptroller of the Currency Page 40
IB& F’'s November 1999 Global Report

business and consumer sectors, shifting their focus back to large corporate clients,
asset management, and private banking.

Market Volatility. With more and more Latin countries relying on floating
exchange rates (Chile being the most recent to scrap the currency band), banks
increasingly need products to hedge against currency volatility. As banks have
diversified their holdings, and expanded their trading of various assets, swingsin
interest rates, and in bond, equity, and commodity prices, have added to banks' needs
for tools to limit risk.

Consolidation. Latin banks continue to follow global trends towards domination by
afew mega-banks, with the large Spanish banks continuing to acquire Latin banks
with significant domestic market share. The merger between Banco Santander and
Banco Central Hispano positions the combined bank as the dominant foreign bank in
Latin America. Similarly, Banco Bilbao Vizcaya s purchase of Provida, aleading
Chilean private pension-fund asset management company, makes the bank a leader in
pension fund management in Latin America. Other mergers and acquisitions have
occurred in Argentina and Peru, the result of orderly bank resolutions.

Consolidation is likely to continue. For distressed banks (which are most likely to be
small- to mid-size private banks), the speed of resolution will depend on how much
deposit insurance money is available. The most significant acquisitions are expected
to occur in Brazil, where the long-delayed privatization of severa large state-owned
ingtitutions may go forward in 2000; moreover, many small banks lack the economies
of scale to remain competitive in the medium-to-longer term, and will most likely be
absorbed by larger players.

Growing Foreign Bank Presence. According to Salomon Smith Barney, foreign
banks controlled 27% of loans and 31% of depositsin Latin America as of June 30,
1999, up from 23% and 30%, respectively, ayear ago. The leading foreign banks are
listed below.

Top Foreign Banks by Loans Controlled, June 30, 1999 (Billions US$)

Argentina  Brazil Chile Colombia  Mexico Peru Venezudla Total Pct
Total (c)
BSCH(a) 5.94 17 12.29 .8 5.02 13 97 28.02 ff] 6.8%
BBV(b) 5.0 32 2.18 155 5.78 1.68 16.51 § 4.0%
Citibank 4.65 25 197 .9 5.48 53 43 16.46 §| 4.0%
Bank 5.61 1.68 50 .075 .071 .055 7.99 1.9%
Boston

Source: Salomon Smith Barney, October 6, 1999.

a) Banco Santander Central Hispano, largest Spanish bank;
b) Banco Bilbao Vizcaya, second largest Spanish bank;
c)Percentage of total loans controlled in Latin America.
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Foreign bank expansion in the region is widely credited with lowering systemic risk, as
evidenced in Argentina (foreign bank share 43 percent), Venezuela (42 percent) and Peru
(57 percent). Thereis no widespread opposition to the principle of increased foreign
bank entry, athough BSCH’ s market share in Chile (roughly 30 percent) is causing
concern. Foreign banks have stimulated competition in many countries, squeezing profit
margins and pushing local banks to reduce overhead and strive to make more effective
use of technology. Competitive pressures will continue to fuel consolidation as leading
banks push for increased market share.

Developmentsin the Southern Cone

In the Southern Cone region, Brazil's banks remain stable. Leading private banks
profits are absorbing higher charge-offs, replenishing reserves, and maintaining sufficient
capital. Trading and investment income from large holdings of government paper (banks
hold 60 percent of the total) boosted banks' revenues, even as loan growth remained flat
over the past year. To bring down consumer interest rates (over 100 percent, compared to
overnight rates of 19 percent) and spur credit growth, the government reduced the tax on
consumer loans from 6 percent to 1.5 percent, and eliminated reserve requirements
(which were 10 percent) on time deposits. Efforts to reinforce supervision continue. The
Central Bank has strengthened market risk regulations, and is working on a risk-based
loan classification system to combine with its centralized credit risk bureau, measures
which are expected to improve the assessment of credit quality. The Central Bank has
been conducting more comprehensive examinations of the larger private banks, and
intends to expand examinations of public banks, which could identify a significant need
for capital. This plan may be hampered, however, by the lack of skilled inspectors.

In Argentina, the banking sector, although stable, is under stress. Past-due loans are
high, at 9.31 percent of total loans at June 30, 1999, an increase from 8.44 percent at
year-end 1998, as a result of the deteriorating economy. No reversal of loan deterioration
is expected soon. Confidence in the banking system, however, remains good. Bank
deposits grew 1 percent during the third quarter 1999, although the shift from peso to
dollar depositsintensified. Credit demand remains sluggish, with growth driven by loans
to companies owned by the federal and state governments. Early actions by the newly
elected De la Rda government, coupled with positive economic numbers expected in the
first quarter of 2000, may help boost confidence and spur credit growth. But conditions
will remain tenuous for the banking sector, particularly for mid- to small-size banks. In
recent quarters, the Central Bank has demonstrated increasing skill in bank failure
management; this has increased depositor confidence. However, scarce deposit insurance
funds exacerbate the already complicated task of achieving orderly resolutions.

In Chile, the banking sector remains resilient, but the negative operating environment has
continued to dampen credit demand and adversely affect asset quality. Nonperforming
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loans remain low by international standards, at 1.73 percent of total loans at June 30,
1999, up from 0.97% in December 1998, but dlightly down from the first quarter 1999. If
Chilean banks were required to report publicly the full amount of nonperforming loans
(both interest and principal), these figures would roughly double but would still be
manageable by international standards. Competition in the Chilean market has
intensified, with the expansion of foreign banks causing significant restructuring and
aliances. The merger between Banco Santander and Banco Central Hispano, which gave
BSCH a nearly 30 percent market share in the system, stimulated more transactions,
including Banco Bilbao Viscaya s purchase of Provida mentioned earlier; Scotiabank’s
take over of Banco Sud Americano, and the Chilean Luksic group’s acquisition of Banco
Edwards, a prominent wholesale bank.

Developmentsin the Andean Region

Asset quality continued to deteriorate for banks in Colombia, Peru, and Venezuela,
largely as a consequence of slowing economies and high interest rates employed to
defend national currencies. In Colombia, problems at top-tier private banks appear to be
contained so far. But the government’s recent infusion of US$3 billion into the troubled
public sector banks (largely savings and loans) is not likely to be enough. System-wide
past due loan figures show a slowing of asset quality deterioration (13.3 percent in
September 1999, down from 14.3 percent in May); analysts attribute the drop to
widespread |oan restructurings and write-offs. The central bank has been able to lower
interest rates, but another spike could be a mgjor blow to the fragile banking system.

The high concentration of magjor international banks in Venezuela and Peru has
stabilized the banking sectors in these countries. But Venezuelan authorities continue to
face a magjor challenge in consolidating the banking sector, which includes numerous
small banks that lack a niche or other economic attractiveness. Ecuador, which lags the
rest of Latin Americain political, supervisory, and economic reform, has now
experienced a financial-system meltdown. Four of the country’s five largest banks have
failed. The Ecuadorian congress remains stubbornly opposed to IMF demands, which
must be met before a multilateral financial aid package can be approved.

Mexico and Central America

In spite of recent government efforts to strengthen the banking sector and improve bank
earnings, M exican banks remain weak, with high levels of troubled loans, and illiquid
investment portfolios. Most Mexican banks lack funds to lend, and labor under a weak
and obsolete legal framework. Proposals to grant banks the right to enforce collateral and
loan guarantees have been politically contentious, and will become more contentious with
congressional and presidential elections approaching. Recently announced accounting
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changes that would strengthen banks' capital base will be phased in gradually and thus
will not have an immediate positive impact.

In Central America, the magjor banking sectors (El Salvador and Guatemala) are
experiencing the effects of rapid credit expansion of the last few years, followed by a
sharp deceleration of credit demand owing to a tighter monetary policy and slowing
economies. A few countries have been successful in pushing measures to increase capital
adequacy ratios, strengthen consolidated financia reporting, and tighten limits on related
lending. But bank supervision remains weak, with Central America lagging the more
developed banking sectors to the south in financial transparency.
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Western Europe Bank and Insurance Data
TABLE 1--Europe’'s Top Banks
(European Banks Among the World's 50 L ar gest Banksb
Rank Company Tota Banking
1998 1997 | (Country) Assets (in $ mil)
1 3 Deutsche Bank (Germany) $705,710(1)
2 1 UBS (Switzerland) * 683,358
6 11 ABN AMRO (Netherlands) 504,889
7 59 HSBC Holdings (UK/Hong Kong) 475,546
8 7 Credit Suisse Group (Switzerland)* 474,256
9 33/45 | Bayerische Hypotheken & Vereinsbank (Germany) 473,315(2)
12 10 Credit Agricole (France) 456,465
13 12 Societe Generale (France) 448,158
17 21 Westdeutsche Landesbank (Germany) 403,698
19 17 Dresdner Bank (Germany) 396,585
21 20 Bangue Nationale de Paris (France) 379,559(3)
22 26 Commerzbank (Germany) 375,626
24 16 Barclays (UK) 353,354
27 23 ING Group (Netherlands)# 327,311
28 27 Fortis Group (Belgium/Netherlands)# 324,022
29 24 National Westminster Bank (UK) 297,461
30 41 Rabobank Group (Netherlands) 291,795
31 35 Paribas (France) 291,230(3)
32 52 Banco Santander Central Hispano (Spain) 274,087(4)
33 34 Abbey National (UK) 273,537
35 37 Bayerische Landesbank (Germany) 263,165
38 46 DG Bank (Germany) 256,614
39 32 Credit Lyonnais (France) 244,074
40 36 Lloyds TSB Group (UK) 240,073
44 39 Groupe Caissed Epargne (France) 236,015
45 44 Group Dexia (Belgium) 232,928
46 48 Bankgesellschaft Berlin (Germany) 217,682
47 53 Halifax (UK) 208,722

These are mixed banking, securities and insurance conglomerates. Ranking is based only on banking assets
as reported here.

1) Does not reflect June 1999 acquisition of Bankers Trust; combined assets based on 6/30/99 data totaled
$877 hillion.
(2 Pro-forma figures reflecting merger of Bayerische Hypotheken and Bayerische V ereinsbank.
3 Does not reflect Sept. 1999 acquisition of Paribas by Banque National de Paris; combined assets based on
1998 figures totaled $ 670.8 billion changing its ranking to #3.
4 Figures are pro-forma and reflect the April 1999 merger of Banco Santander and Banco Central Hispano.

1

data. 26 areinthe EU. Switzerland isnot an EU country.

From Wall Street Journal, September 27, 1999, “World Business’ section, page R31, based on 12/31/98
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TABLE 2--Recent European Bank Mergers
Bid Date Acquirer/Country Target/Country
Nov. '98 Deutsche Bank (Germany) Bankers Trust Corp (US)
(Value: $9 B) [approved]
Jan. 99 Banco Santander (Spain) Banco Central Hispanoamericano (Spain)
(Value: $11.4 B) [approved]
Jan.’ 99 Storebrand ASA (Norway, insurer) Finansbanken (Norway) [approved]
(Value: NOK 1.6 B)
Feb. 99 Societe Generale (France) Paribas (France) [cancelled]
(Vaue: $18 B)
Mar. 99 Banque Nationale de Pearis (France) Paribas (France) [approved]
(Value: $39 B) Societe Generale (France) [cancelled]
Mar. 99 UniCredito (Italy) (Vaue: $16.5B) Banca Commerciale Italiana (Italy)
[blocked]
Mar.’99 San Paolo IMI (ltaly) (Value: $10 B) Bancadi Roma (Italy) [blocked]
May '99 Bank of Ireland (Ireland) Alliance and Leicester (UK) [cancelled]
May '99 HSBC Holdings (UK) (Value: $10.3 B) Republic NY Corp (US), Safra Republic Holdings
(Luxembourg) [pending]
June’99 Banco Santander Central Hispano (Spain) 40% of Mundial Confianca (insurance unit holding

the Champalimaud Financial Group) (Portugal)
[denied]

June ' 99/ Oct.
'99

Banco Comercial Portugues (Portugal)
(Value: EUR 4.5B)

Champalimaud Financial Group (Portugal) [on
hold]

June’99 Unibank (Denmark) Tryg-Baltica (Denmark s largest non-life
insurance company) [appr oved]
June’99 Unicredito (Italy) Bank Polska Kasa Opieki SA -Grupa Pekao SA
(Poland) [approved]
June’99 Banca Intesa (Italy) Banca Commerciale Italiana (Italy)
(Value: $15 B) [approved]
Aug. '99 Deutsche Bank (Germany) Dresdner Bank (Germany) [cancelled]
Aug. 99 Artesia Banking Corp. (Belgium) Banque Vernes (French) [appr oved]
Aug. 99 ING (Netherlands) (Vaue: EUR 3B) BHF-Bank (Germany) [approved]
Sept. '99 Banco Bilboa Vizcaya (Spain) Argentaria, Caja Postal y Banco Hipotecario
(Value: $11.3 B) (Spain) [approved]
Sept. '99 National Westminster Bank (UK) Lega & General (UK - insurance)
(Value: 10.7 B) [cancelled]
Sept. '99 Bank of Scotland (UK) National Westminster Bank (UK)
(Values 21.2B) [pending]
Sept. '99 MeritaNordbanken (Finland-Sweden) Christiana Bank og Kreditkasse (Norway)
(Vaue: $3.1B) [denied/ till pending]
Sept. '99 Assicurazioni Generdli (Italy -insurance) Istituto Nazionale delle Assicurazioni (INA) (Italy

(Value: $12.8 B)

- insurance) [pending]
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Bid Date Acquirer/Country Target/Country
Sept. 99 San Paolo IMI (Italy) Istituto Nazionale delle Assicurazioni (INA) (Italy
- insurance) [pending]
Sept. '99 Banque Nationale de Paris (France) Dresdner Bank (Germany)
(Talking stage)
Sept. '99 Dexia Belgium (Belgium) Dexia France (France) [pending]
(Vaue: EUR 5.9B)
Sept. '99 Erste Bank (Austria) Ceska Sporitelna (Czech Republic)
(Talking stage)
Oct. 99 Skandinaviska Enskilda Banken (SEB) BfG Bank (BfG) (Germany)
(Sweden) to acquire from Credit Lyonnais [pending]
(50%), BGAG (25%) and AMB (25%) (Vaue:
$1.7B)
Oct. '99 Banco Bilboa Vizcaya (Spain) UniCredito Italiano (Italy) [pending]
Oct. 99 Dresdner Bank (Germany) HypoV ereinsbank (Germany)
(Talking stage)
Oct. 99 Den Danske Bank (Denmark) Fokus Bank (Denmark) [pending]
Oct. 99 Norwich Union (UK life assurer) Caixa Catalunya (Spain) [pending]
Oct. '99 Sampo (Finland - insurer) LeoniaBank (Finland) [pending]
Oct. 99 Rabobank Group (The Netherlands) Deutsche Genossenschaftsbank (Germany)
(50-50 Joint Venture) [pending]
Nov. '99 Allianz (Germany - insurer) Pimco Advisors (US) 70% stake

(Value: $3.3B)

[pending]
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TABLE 3--Europe'sTop Insurers
(European Insurers Among World's 50 L ar gest?)
Rank Company (Country) Total In_suranc_e
1998 1997 Assets (in $ mil)
1 1 AXA Group (France) $449,556
2 3 Allianz Group (Germany) 401,406
9 18 Zurich Financia Services Group (Switz.)* 205,963
10 9 Prudential Corp. (UK) 196,536
12 12 Assicurazioni Generali (Italy) 177,207
13 11 CGU (UK) 168,181
14 13 Aegon Group (Netherlands) 153,745
17 16 ING Group (Netherlands)# 141,418
18 17 Munich Reinsurance (Germany) 135,845
19 22 Legal & General Group (UK) 130,309
20 -- CNP assurance Vie (France) 117,381
22 27 Standard Life Assurance (UK) 107,825
27 21 Royal & Sun Alliance (UK) 102,777
29 28 Norwich Union (UK) 98,774
33 35 Winterthur (Switzerland)* 89,013
37 38 Swiss Life Rentenanstalt (Switzerland)* 85,414
41 - Predica (France) 75,939
43 45 Fortis Group (Belgium/Netherlands)# 69,090
45 - Groupama-Gan (France) 66,374
46 47 Swiss Re Group (Switzerland)* 64,187
* Switzerland is NOT an EU country.
# These are mixed banking, securities and insurance conglomerates. Ranking is based only on

insurance assets as reported here.

2 From Wall Street Journal, September 27, 1999, “World Business’ section, page R30, based on 12/31/98
data. 16 areinthe EU, and 1/3 arein the UK.
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